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ASPECTS OF PUBLIC OWNERSHIP 

BY SYDNEY BBOOKS 



III 

One of the arguments on which the advocates of public 
ownership invariably lay great stress is the ability of muni- 
cipalities to raise money on easier terms than private cor- 
porations. This gives them, it is said, an advantage which 
no ordinary joint-stock undertaking can hope to compete 
with, an advantage, moreover, which from the standpoint of 
the public is indefinitely increased by the fact that the local 
authorities, unlike private traders, seek no profits from their 
enterprises and devote whatever surplus they earn either to 
reducing the charges for their services to cost price or else 
to relieving the general burden of taxation. The ordinary 
storekeeper or householder, supplied with electric light by 
a company that is altogether in private hands, has to pay 
not only the cost of production, but also interest on the 
capital, and if, as is frequently the case, the company is over- 
capitalized, his bills are proportionately higher. A public 
convenience which might fairly be called a public necessity 
is thus converted into a source of private gain, and there is 
always a danger that the interests of the general body of 
consumers may be subordinated to the desire of the stock- 
holders in the corporation for larger dividends. Both these 
undesirable results, it is contended, are obviated when the 
city itself takes the ownership and management of the public 
utilities into its own hands. For in the first place the 
municipal authorities, having a lively fear of the rate- 
payers before their eyes, and well aware of the unpopularity 
that follows hard on any increase of local taxation, are 
never tempted to raise by loan more money than they actu- 
ally need. They have from the start an incentive to care- 
fulness and economy that is lacking or, at any rate, largely 
inoperative in the case of the promoters of private enter- 
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prises. If the United States Government, for instance, had 
decided to take over the steel industry of the country, no one 
can doubt that it would have carried out its purpose at less 
expense, and have amalgamated the various plants into an 
undertaking with a very much smaller capital, than the Steel 
Corporation. In the same way if the question were to arise 
of providing a city de novo with a complete transportation 
system, the extreme probability would be that the munici- 
pality, owing to its freedom from entangling financial al- 
liances and to the restraining power of a public opinion 
speaking in the name of taxpayers who were also voters, 
would be considerably more modest in its monetary demands 
and requirements than a syndicate of private contractors. 

From the temptation, therefore, to overcapitalize its un- 
dertakings — a temptation which has never been succumbed 
to by corporations engaged in the supply of public services 
without disastrous results — a municipality, it is urged, is 
virtually free. Another and not less valuable asset it pos- 
sesses is its power to procure such capital as it needs more 
cheaply than even the soundest and most prosperous of com- 
mercial companies. A municipality can always underbid its 
rivals in the money-market, if only for the reason that it is 
able at all times to pledge the general property of the citi- 
zens for whatever enterprise, however speculative, it is con- 
templating. A man of ordinary sense, looking for a 
permanent investment, will not put. his money into any enter- 
prise that he considers risky. But in the case of munici- 
palities appealing for more capital to prosecute certain un- 
dertakings the element of risk is well-nigh eliminated. The 
reason is that the security offered has no relation to the 
merits or demerits of any particular project, but is based on 
the credit of the community as a whole. One of the most 
significant phenomena on the London Stock Exchange dur- 
ing the past decade has been the popularity and stability 
of the issues floated by the London County Council, in spite 
of an amount of abusive criticism of the Council's acts and 
policy, of many ill-starred ventures, and of a general and 
growing suspicion of extravagance that would have hope- 
lessly ruined the credit of any private concern. When a 
local authority raises capital, the average investor does 
not stop to consider the probabilities of the specific scheme 
for which the money is needed succeeding or failing, nor 
does he allow himself to be influenced by any prepossessions 
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for or against the principle of public ownership or municipal 
trading. What he looks at, and what alone he looks at, is 
the broad and sufficient fact that the total wealth of the 
community is offered to him as a guarantee that the interest 
on his investment will be punctually paid; and that is a 
guarantee of such overwhelming potency as to make all fears 
of bankruptcy seem ludicrous and all objections to this or 
that form of municipal enterprise irrelevant. 

But not only, say the advocates of public ownership, are 
local authorities more scrupulous in raising only so much 
capital as they actually need, not only can they raise it more 
cheaply, but they have this further advantage over private 
corporations, that whatever profits accrue from their under- 
takings are secured directly or indirectly by the public. As 
to the form in which these profits should be made available 
— whether by a reduction in the cost of the particular ser- 
vices which yield them or by contributing them to the general 
relief of local taxation — there have always been differences 
both of practice and of opinion. But all who favor munici- 
palization are at one in regarding it as the very keystone of 
their case and as the highest proof of the superiority of 
communal over individual enterprise that under the former 
system the financial returns resulting from any given public 
utility become the property of the public instead of disap- 
pearing into private pockets. At the same time, they insist 
that prices, profits, and the ordinary tests of commercialism 
are frequently altogether misleading and inapplicable as 
criteria of the full value of municipal industry. Cheapness 
and a balance on the right side, they remind us, are not 
everything, and it may be perfectly right and enormously 
to the advantage of the community that the local authority 
should engage in enterprises from which nothing in the 
shape of a financial profit is to be looked for. No munici- 
pality probably could collect dust and ashes and garbage 
at as low a cost as a private contractor ; yet in the interests 
of health and sanitation no one can question that this func- 
tion should be undertaken by a body of well-paid men in the 
direct employ of the City Council, even though their employ- 
ment was a permanent drain on the local treasury. In this, 
as in so many other cases of municipal trading — sewage 
work, roads, baths, cemeteries, markets, and water-works, 
for instance — what is, or may be, a direct financial loss is 
more than made good by the increased comfort, health, and 
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convenience of the citizens as a whole. It is not, therefore, 
wholly a paradox for any one to maintain, as Mr. George 
Bernard Shaw maintains, that " the desirability of munic- 
ipal trading is actually in inverse ratio to its commercial 
profitableness." Take, he argues, the most popular branch 
of commercial enterprise: the drink traffic. It yields high 
profits. Take the most obvious and unchallenged branch 
of public enterprise: the making of roads. It is not com- 
mercially profitable at all. But suppose the drink trade 
were debited with what it costs in disablement, inefficiency, 
illness, and crime, with all their depressing effects on in- 
dustrial productivity, and with their direct cost in doctors, 
policemen, prisons, etc.! Suppose at the same time the 
municipal highways and bridges account were credited with 
the value of the time and wear and tear saved by them! 
It would at once appear that the roads and bridges pay for 
themselves many times over while the pleasures of drunk- 
enness are costly beyond all reason. Consequently a muni- 
cipalized drink traffic which should check drinking at the 
point of excess would be a much better bargain for the rate- 
payers than the present system, even if the profits made at 
present by brewers and publicans were changed to losses 
made up by subsidies from the rates. 

This is an argument the force of which must be acknowl- 
edged by every candid mind. It helps to illustrate the dif- 
ficulty, one might even say the absurdity, of drawing any 
hard-and-fast, mainly financial, comparisons between com- 
munal and private enterprise; it helps to justify the con- 
tention that profits and expenses are not the only, or even 
the chief, standard by which municipal activities are to be 
judged ; and it helps also to confirm the soundness of "the 
attitude for which I pleaded in the first article of this series 
—the attitude of approaching each case on its merits, of 
holding fast to a flexible expediency, and of refusing to con- 
sider the problems of public ownership from any rigidly 
dogmatic standpoint. One must always take into account the 
deferred and invisible benefits of municipal enterprise ; one 
must always remember that while it would never pay a cor- 
poration to lose money on a given undertaking, it might easi- 
ly pay a community; one must bear in mind that there are 
trades and businesses, like the railroads, docks, telephones, 
and telegraphs, of such supreme importance to the general 
welfare that it would be profitable for a public authority to 
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operate them even at a loss rather than see them withdrawn 
from the service of the people. And it is equally important 
to keep in view some of the other and less obvious char- 
acteristics that differentiate private from public industries. 
In the former the main object is financial profit ; in the latter 
it is social benefit. A corporation furnishing a city with 
one of its public utilities, even if it does not think exclusive- 
ly of its stockholders, is at least conscious of a divided al- 
legiance, will rarely extend its operations unless it sees a 
fair prospect of financial returns, and is apt when framing 
its policy to consider in the first place the purchasing power 
of the people it serves and their real needs — which are often 
greatest where their purchasing power is least — afterward. 
A municipality, on the other hand, supplying itself with the 
same public utility, is more likely to reverse this order of 
interests and to sacrifice a percentage of profit, or even to 
operate an undertaking at a loss, for the sake of a wider 
diffusion of public benefits. Thus when the same or virtu- 
ally the same profit is to be had by furnishing a restricted 
service at a high cost and a greatly expanded service at a 
lower cost, the instinct of the corporation would be to prefer 
the former arrangement as involving less trouble, while the 
instinct of the. municipality would be to prefer the latter 
arrangement, as involving greater advantages to the com- 
munity. Thus, too, the real argument in favor of municipal 
water-works is not that the supply of water to a community 
must in the nature of things be an absolute monopoly, nor 
is it that water is a commodity whose price it is impossible 
to regulate beforehand; the real argument is that a private 
company, selling water by quantity, tends to restrict the 
public use of it and thus militates against the health and 
cleanliness of the community as a whole, and of the poor in 
particular. Thus, again, it is entirely creditable for an 
electric-lighting company to pay, if it can, dividends of ten 
per cent.; but a municipality that showed any such profits 
on its electric-lighting plant would rightly be judged guilty 
of something like a fraud upon its customers and would 
be assailed with an instantaneous demand for a reduction 
in the cost of its service. Moreover, to illustrate still further 
the difference between communal and corporation enterprise, 
it must not be left out of sight that a commercial company 
is not responsible for the laborers it employs apart from 
the terms and conditions of their work, whereas a munici- 
vol. cxciv. — no. 671 35 
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pality stands in a constant relation to the men in its service 
before, during, and after the period of their engagement. 
It is the relationship not only of employer to employee, but 
of the city to the citizen; and the latter aspect is bound to 
react upon the former. That is to say, a municipality which 
provides workhouses, infirmaries, hospitals, prisons, casual 
wards, and so on at the public expense will find it a remu- 
nerative policy to pay its employees a sufficient wage to keep 
them out of these institutions, whereas an ordinary com- 
mercial company, especially one that employs casual work- 
men on a large scale, actually depends upon these rate- 
supported philanthropies to furnish it with an unfailing re- 
serve of cheap and easily sweated labor. It is thus in the 
interest of the municipality to pay the higher wage and in 
the interest of the corporation to pay the lower one, the 
former being financially concerned to prevent as many peo- 
ple as possible from becoming public charges, while the 
concern of the latter may be, and often is, in precisely the 
opposite direction — as any one may see who has studied the 
economics of a dock-yard. From which it follows that 
while the private ownership and operation of a public utility 
may be a financial success, it may also be a source of social 
harm and impoverishment, and that a municipality, while ap- 
parently losing money by its management of a given enter- 
prise, may really be getting a bigger and better return in 
other directions. 

These arguments, illustrations, and reflections may be 
found set forth with admirable clarity in Mr. George Ber- 
nard Shaw's volume, The Common Sense of Municipal 
Trading; and however much they may be disputed or may 
be offset by counter-considerations, they at least serve to 
indicate the barriers in the way of a mere ledger and day- 
book comparison between the results of municipal and 
private operation and to explain why it is that the sup- 
porters of public ownership as a policy so fiercely resist the 
demand that is constantly being pressed upon them to sub- 
mit their undertakings to the ordinary form of commercial 
audit. Mr. Shaw hammers home the point by imagining two 
cities. In the first the poor rates, police rates, and sanitary 
rates are very low, and the children in the schools flourishing 
and of full weight, whilst all the public services of the city 
are municipalized and conducted without a farthing of profit 
or even with occasional deficits made up out of the rates. In 
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the second city all the public services are in the hands of 
flourishing joint - stock companies paying from seven to 
twenty - one per cent. ; the workhouses, the prisons, the 
hospitals, the sanitary inspectors, the disinfectors and strip- 
pers and cleansers are all as busy as the joint-stock com- 
panies, whilst the schools are full of rickety children. Ac- 
cording to the commercial test, the second town would be 
a triumphant proof of the prosperity brought by private 
enterprise, and the first a dreadful example of the bank- 
ruptcy of municipal trade. But which town would wise men 
rather pay rates in? " In the very cases where municipal 
trading is most profitable to the ratepayers, its depart- 
mental expenses are and ought to be greater and its sur- 
pluses, if any, are and ought to be less than those of a 
private firm doing the same work — nay, when the munici- 
pality undertakes at a heavy departmental loss work that 
has previously been carried on by commercial contractors at 
a tempting commercial profit, the ratepayers are probably 
saving more by this apparently bad bargain than by the 
municipal gas-works and tram-lines which not only do not 
cost them a farthing out of pocket, but actually contribute 
hard cash to the rates as well." 

The advocates of public ownership have, therefore, two 
sets of arguments to buttress their policy. The first is that 
it pays; the second is that it doesn't matter if it doesn't 
pay. On the one hand, they maintain that the entrance of 
local authorities into the industrial field has resulted not 
onty in a lowering of the cost and an improvement in the 
quality of the public services supplied, but also in the crea- 
tion of a valuable source of communal revenue from which 
the burden of taxation Has been and can be relieved. And, 
on the other hand, they argue that where a given municipal 
enterprise shows a loss, the loss is rather apparent than 
real and is more than made good by the " social reactions " 
of the utilities provided, by the increased comfort or orderli- 
ness or health or general convenience of the community as a 
whole, by the added pride and interest of the citizens in 
their civic life, and by the beneficent example in such matters 
as wages and hours of work set by the local authority in its 
capacity as an employer of labor on a large scale. Of these 
two sets of arguments the second is one that to a certain 
extent every man must agree with. That is to say, experi- 
ence and common sense have alike shown that there are cer- 
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tain public services of so exceptional a character that their 
ownership and operation are better in municipal than in 
private hands and that the value of these services to the 
community cannot be assessed in dollars and cents. No one 
asks whether the sewage system, for instance, or the police 
force " pays." People see the necessity of tolerating a 
direct financial loss on these and other institutions and en- 
terprises for the sake of greater derivative gains. But be- 
tween the acceptance of that much of the argument of the 
advocates of public ownership and the adoption of their 
entire case there is a wide difference. There is a wide dif- 
ference in theory and there is a still wider difference in prac- 
tice. And here I must again insist that it is by practice, 
by the actual application of principles and theories, that the 
desirability or otherwise of municipalizing a specific public 
utility is to be judged. Neither the friends nor the op- 
ponents of public ownership are able to carry out their a 
priori views to their logical conclusion; and to draw up a 
concise code of abstract principles that would at once per- 
mit municipalities to own water-works and yet forbid them 
to own a street-car service, allow them to maintain bands 
in the public parks and yet veto the municipal manufacture 
of musical instruments, sanction municipal cemeteries and 
yet prohibit municipal coffins and gravestones, would be 
Avell-nigh impossible. Later on I shall endeavor to draw a 
rough-and-ready line between the utilities that may be pub- 
licly owned and operated with advantage and those that 
may not. But the starting-point of any such attempt must 
be the recognition of the fact that each case should be de- 
cided on its merits, that the argument from one utility to 
another and from one city or country to another is full of 
pitfalls, and that the determining factors are at least as 
much technical and political as they are social or economic. 
Meanwhile I return to the point with which this article 
began — the contention, namely, of the advocates of public 
ownership that a municipality by its command of cheap and 
practically unlimited capital combined with an indifference 
to dividends is able to make a better commercial success, as 
well as a better " social " success, of its undertakings than 
an ordinary corporation. Although the directors of a joint- 
stock company pay no dividends on their capital until they 
have earned them, while a municipality must pay interest 
on its loans from the moment of their flotation; and al- 
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though in addition a municipality, in Great Britain at any 
rate, is required to set aside an annual sum toward the 
extinction of its indebtedness, nevertheless the supporters 
of public ownership maintain that a utility of the profit- 
yielding kind, such as street-cars, gas-works, and an electric- 
lighting system, can be conducted more efficiently and eco- 
nomically by a local authority than by a corporation. They 
argue that it is just as easy for a mob of ratepayers to 
run a business as for a mob of shareholders to run a rail- 
road ; that in each case the main question is simply that of 
hiring the requisite ability; and that in the competition to 
secure expert and enterprising managers municipalities 
have a positive advantage, because, though they do not offer 
the glittering prizes that a corporation can afford to hold 
out, yet they provide a greater security of tenure, they never 
become bankrupt and are never driven out of business, they 
are exempt from the accidents of ordinary commercial life, 
and they open out to the right man a career of steady pro- 
motion and public usefulness, a career of such attractiveness 
that, at least in England, it is the rarest possible thing for a 
man to forsake it in order to enter the service of a private 
company. These advantages — which, it is important to note, 
are peculiar to Great Britain alone and do not obtain in 
the United States, where an ambitious man finds far greater 
scope for his talents in corporation than in municipal em- 
ployment, where the steady, unexciting, almost unvarying 
career has few attractions, and where the spoils system is 
in perpetual conflict with that security of tenure which is 
the indispensable foundation of municipal efficiency — 
coupled with the advantages already touched upon in the 
matter of raising capital, enable local authorities, it is 
claimed, or at all events British local authorities, to man- 
age an industrial undertaking as successfully a£, if not more 
successfully than, a joint-stock corporation. 

This is a claim which, for reasons that will afterward 
appear, it is extremely difficult to bring to a direct and sure 
statistical test. But there are certain general considerations 
which serve to establish a strong a priori case against it, and 
to show that, as a rule and when judged by commercial 
standards, private management must always be superior to 
public management. In the first place a board of corpora- 
tion directors is — or perhaps it would be safer to say, can 
be and should be — freely chosen from among the men who 
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know most about, and are most interested in, and in the 
best position for insuring, the success of the undertaking in 
"which they are engaged. But a municipality that has taken 
over the management, let us say, of an electric - lighting 
plant has no such unlimited area of ability to select from. 
It is forced to work with the material provided by the 
electorate in the shape of a body of councilors; and these 
councilors, generally speaking, to be elected at all, have to 
reside in the district they represent, are voted for by their 
constituents without the slightest reference to or knowledge 
of their business capacities, and owe their seats in a few 
cases to an honorable desire to be of public use, but in most 
cases to politics, the dictates of a boss, the hope of personal 
profit, the ambition to feel themselves, even in the slightest 
degree, men of consequence and power, and to a hundred 
other motives which, without being discreditable, have no 
necessary connection with their competency to conduct a 
strictly business enterprise. Among these councilors a cer- 
tain number are allotted, again without any consideration 
being paid to their knowledge of the problems before them, 
to the Electric Lighting Committee. The committee is 
neither an expert body nor has it plenary powers ; its recom- 
mendations and reports have to be ratified by the council as 
a whole before they become operative, and in this process 
of referring backwards and forwards points that a board of 
directors can settle on the spot there is an inevitable sacri- 
fice of business efficiency and despatch. The councilors who 
sit on the committee and who form the managing body of 
the municipal electric-lighting plant have no personal and 
pecuniary interest in its successful administration; hardly 
one of them would dream of attending to it with the same 
carefulness and assiduity as to his private affairs; all are 
naturally anxious about their seats; and all are pulled in 
directions that have nothing to do with business considera- 
tions by the knowledge that the people to whom they supply 
electric light are also the voters to whom they owe their 
election. And this knowledge is apt to influence them, often 
no doubt unconsciously, in many undesirable ways. Thus 
it may induce them to pay their expert advisers and man- 
agers and their permanent officials inadequately because 
democracy suspects large salaries. It may induce them to 
find jobs for their constituents, to overstaff the lower ranks 
of municipal employees, and to vote far higher than ordi- 
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nary competitive wages to the laborers in their service. It 
may induce them to bid for a passing popularity by reducing 
the cost of electric light below the margin of profit or by 
handing over the surplus earnings to " the relief of taxa- 
tion " instead of improving the plant or making proper 
provision for depreciation. "Wherever, indeed, you find a 
popularly elected body chosen to discharge administrative 
functions and discharging instead the functions of a trader, 
the presumption is strong that in the latter capacity its 
showing will compare unfavorably in cost, initiative, single- 
ness of purpose, and efficiency with the showing made by 
private corporations. And this presumption — which, after 
all, has its roots in the elementary* facts of human nature 
and of modern political conditions — is strengthened when 
one remembers that councilors in ultra-democratic com- 
munities, like the United States especially, enjoy little se- 
curity for their seats and are apt to be rejected by their 
constituents just when they have begun to gather some ex- 
perience in the management of municipal trading; that they 
are constantly exposed to forms of political pressure that 
make it almost impossible for them to judge business prob- 
lems in the exclusive light of business considerations; that 
a permanent municipal staff tends to acquire the lethargy 
and the unenterprising arrogance of most bureaucracies; 
that a municipal council is at one moment tempted by the 
facilities for raising capital on easy terms into an in- 
judicious extravagance and at another moment is driven 
by its fear of the ratepayers into an excessive caution; 
that taxpayers never have the same means as stockholders 
of learning the exact position of the enterprise conducted in 
their name and with their money, and are therefore less able 
to influence its directors on their business side ; and that the 
areas within which alone municipalities can operate are so 
narrow when compared with the developments of modern 
mechanical industries, such as electric lighting, transporta- 
tion, and telephones, that a private corporation disregard- 
ing all artificial boundaries and extending its activities to 
the full limit of their business capacity — supplying, for in- 
stance, a whole county whilst the municipal council is con- 
fined to a mere fraction of it — is practically certain, unless 
grossly mismanaged, to work with a greater economy of ad- 
ministrative power and financial outlay. One may, therefore, 
maintain with some confidence that faulty as boards of di- 
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rectors often are when regarded as purely trading agencies, 
municipalities are more faulty still, and that the communal 
management of a public utility is virtually bound to be more 
costly, in the normal commercial sense of the word, than 
if it were left in private hands. Reasons have been given 
earlier in this article for holding that from the public stand- 
point the commercial test is not necessarily decisive. Never- 
theless, the superiority of private over municipal trading 
in all that appertains to the business side is a factor of the 
utmost moment and must be held to go a long way towards 
justifying the exclusion of local authorities from competitive 
industries. Sydney Brooks. 

(To be Continued) 



